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1. The problem of market failure.           [35] 
a. You are required to explain the concept of market failure.  Your answer must include the definition 
of market failure, 2 reasons or causes of market failure, and 2 consequences of market failure.
            (10) 
b. You are required to explain government corrective actions of market failure.  Your answer must 
include 2 examples of fiscal policy interventions, 2 examples of government regulatory 
intervention.          (5) 
c. In your opinion which is a better form of correcting market failure between fiscal policy and 
legislation or regulation? Explain your answer.      (5) 
d. State 4 factors that an economist will need to consider in order evaluate the effects or success of 
government intervention.         (5 
e. One of the dilemmas of government intervention is that it can prove costly to administer and 
enforce. The estimated social benefits of a particular policy might be largely swamped by the 
administrative costs of introducing it.  You are required to demonstrate your understanding of this 
economic administration challenge by summarising only 5 arguments involved in this dilemma.
            (10) 
 
2. The topic of industrial incentives, and capital market imperfections.    [30] 
a.) Reputable company, Global Development Manufacturers Limited (GDM) from USA has chosen to 
establish a factory in Thabazimbi, in the Northern Province of South Africa.  Thabazimbi is a 
preferred factory location due to its unique natural resources that are necessary as input in the 
manufacturing of the GDM’s products.  The manufactured product will need to be distributed by 
road to various distribution centres across the country.  The dilemma that is facing GDM is that 
there is only one road that connects Thabazimbi with the rest of the country, and this road is 
inadequate due to huge pot holes, and bad state of disrepair. 
 
i) Explain the concept of positive economic externality and     (10) 
ii) why this form of externality is a persuasive reason for the government of Nothern 
Province to provide the necessary development finance to subsidise the building of the 
road for GDM.         (10) 
 
b.) Give one example of industrial support programme that South African government has designed 
for:            (5) 
i) big businesses,  
ii) small and medium businesses 
iii) black owned businesses 
iv) women owned businesses 
v) foreign business 
c.) In your opinion, what is the common challenge facing the government in designing the above 
programmes?          (5) 
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3. You are required to demonstrate your understanding of the Harrod-Domar growth Model (HDM). 
Assume:           [25] 
𝐺(𝑌) =
∆𝑌
𝑌
       … … … …             3.1. 
∆𝐾 = 𝐼 = 𝑆 = 𝛼𝑌             … … … … .                3.2. 
𝐼𝐶𝑂𝑅 =
∆𝐾
∆𝑌
               … … … . .                         3.3. 
Where: 
𝐺(𝑌) = 𝑔𝑟𝑜𝑤𝑡ℎ 𝑟𝑎𝑡𝑒. 
𝑌 = 𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑖𝑛𝑐𝑜𝑚𝑒. 
𝐾 = 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 𝑠𝑡𝑜𝑐𝑘.  
𝐼 =  𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡. 
𝑆 = 𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑠𝑎𝑣𝑖𝑛𝑔𝑠. 
𝛼 = 𝑠𝑎𝑣𝑖𝑛𝑔𝑠 𝑟𝑎𝑡𝑒.   
𝐼𝐶𝑂𝑅 = 𝑖𝑛𝑐𝑟𝑒𝑚𝑒𝑛𝑡𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑜𝑢𝑡𝑝𝑢𝑡 𝑟𝑎𝑡𝑖𝑜. 
a.) Use the above equations to derive the HDM model (or the main equation). Interpret your 
result.           (5) 
b.) Explain the assumptions of the HDM that are captured by equations 3.3.   (5) 
c.) You are required to explain the application of the HDM.  Your answer must focus on:  
i) the fundamental prediction of the HDM,      (5) 
ii) the meaning of financing gap in HDM      (5) 
iii) the process by which policy-makers may kick-start growth in economies with low 
savings rate         (5) 
4. Development Finance and Business Evaluation.  You are required to demonstrate that you 
understand the recommended Evaluation Framework for Economic Development Finance by 
answering the following:         [20] 
a.) State all the stages of the Business Evaluation Framework for Economic Development 
Finance.  (Do not discuss).        (5) 
b.) Outline the purpose of evaluation under each of the stages you have stated in (a ) above.  
That is, what evaluation question does a Development Financial Analyst intends to answer 
under each evaluation stage?        (5) 
c.) There is an important difference between business evaluations for financing under economic 
development funds, versus business evaluation for financing under the usual private sector 
financial markets.  
i)  True or False?          (2) 
ii)  If your answer is true, motivate your answer by explaining the indicated distinction 
between development financing and the usual financial markets financing.  If your 
answer is false, then motivate your answer.      (8) 
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5. Implementation of Development Finance: Loan Schedule.   As a Development Finance Analyst, your 
business client considers taking a loan, and needs your help.  You are required to study Table 1, 
Table2, and Figure 1, and then answer the questions that follow.   [20] 
 
Table 1:  Loan conditions and assumptions 
Loan Principal R 250 000 000.00 
Loan Term (in months) 36 
Annual interest rate 18% 
Start Date of loan payment January 2014 
Interest rate charged at end of each month.   
Payment made at end of each month, and not at the beginning. 
Monthly payments are regular and as expected. That is, there are no extra 
payments, no balloon payment or deposit, and no payments missed. 
 
 
A B C D E F G H I
Payment Beginning Balance Scheduled Principal Interest Ending Balance Cumulative
No Date Before Interest Payment Payment Per Month After Interest Interest
1 January R 250 000.00 R 9 038.10 (a ) (b ) (c ) ( d)
2 February 244 711.90 9 038.10 5 367.42 3 670.68 239 344.48 7 420.68
3 March 239 344.48 9 038.10 5 447.93 3 590.17 233 896.55 11 010.85
4 April 233 896.55 9 038.10 5 529.65 3 508.45 228 366.90 14 519.29
5 May 228 366.90 9 038.10 5 612.60 3 425.50 222 754.30 17 944.80
6 June 222 754.30 9 038.10 5 696.78 3 341.31 217 057.52 21 286.11
7 July 217 057.52 9 038.10 5 782.24 3 255.86 211 275.28 24 541.97
8 August 211 275.28 9 038.10 5 868.97 3 169.13 205 406.31 27 711.10
9 Septermber 205 406.31 9 038.10 5 957.00 3 081.09 199 449.31 30 792.20
10 October 199 449.31 9 038.10 6 046.36 2 991.74 193 402.95 33 783.94
11 November 193 402.95 9 038.10 6 137.05 2 901.04 187 265.89 36 684.98
12 December 187 265.89 9 038.10 6 229.11 2 808.99 181 036.78 39 493.97
13 January 181 036.78 9 038.10 6 322.55 2 715.55 174 714.24 42 209.52
14 February 174 714.24 9 038.10 6 417.39 2 620.71 168 296.85 44 830.24
15 March 168 296.85 9 038.10 6 513.65 2 524.45 161 783.21 47 354.69
16 April 161 783.21 9 038.10 6 611.35 2 426.75 155 171.86 49 781.44
17 May 155 171.86 9 038.10 6 710.52 2 327.58 148 461.33 52 109.02
18 June 148 461.33 9 038.10 6 811.18 2 226.92 141 650.16 54 335.94
19 July 141 650.16 9 038.10 6 913.35 2 124.75 134 736.81 56 460.69
20 August 134 736.81 9 038.10 7 017.05 2 021.05 127 719.76 58 481.74
21 Septermber 127 719.76 9 038.10 7 122.30 1 915.80 120 597.46 60 397.54
22 October 120 597.46 9 038.10 7 229.14 1 808.96 113 368.32 62 206.50
23 November 113 368.32 9 038.10 7 337.57 1 700.52 106 030.75 63 907.02
24 December 106 030.75 9 038.10 7 447.64 1 590.46 98 583.11 65 497.48
25 January 98 583.11 9 038.10 7 559.35 1 478.75 91 023.76 66 976.23
26 February 91 023.76 9 038.10 7 672.74 1 365.36 83 351.02 68 341.59
27 March 83 351.02 9 038.10 7 787.83 1 250.27 75 563.18 69 591.85
28 April 75 563.18 9 038.10 7 904.65 1 133.45 67 658.53 70 725.30
29 May 67 658.53 9 038.10 8 023.22 1 014.88 59 635.31 71 740.18
30 June 59 635.31 9 038.10 8 143.57 894.53 51 491.74 72 634.71
31 July 51 491.74 9 038.10 8 265.72 772.38 43 226.02 73 407.08
32 August 43 226.02 9 038.10 8 389.71 648.39 34 836.31 74 055.47
33 Septermber 34 836.31 9 038.10 8 515.55 522.54 26 320.76 74 578.02
34 October 26 320.76 9 038.10 8 643.29 394.81 17 677.47 74 972.83
35 November 17 677.47 9 038.10 8 772.94 265.16 8 904.53 75 237.99
36 December (f ) (g ) (h ) (I ) (j ) 75 371.56
Table 2: Loan Amortization Schedule
2016
2015
2014
 5 
 
 
a.) Use information in Table 1 to compute the monthly interest rate.   (3) 
b.) As a Development Financial Analyst, you have a business client who incorrectly beliefs that, 
based on the Loan Conditions in Table 1, the monthly loan payment (or instalment) is 
computed as follows: 
𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 =  
𝐿𝑜𝑎𝑛 𝑃𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙
𝐿𝑜𝑎𝑛 𝑃𝑒𝑟𝑖𝑜𝑑
=
250 000 000
36
= 𝑅 6 944.44 
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Briefly explain why your client’s computation of the monthly loan payment is incorrect. (3) 
c.) In addition to the loan term (or period), which other two factors does Microsoft Excel use in 
order to compute the Scheduled Monthly Payment shown in column E of Table 2? (3) 
d.) How much total accumulated interest rate was paid as at the end of 2015?  (3) 
e.) At the end of the loan term, how much total accumulated interest payment will be incurred 
on this loan principal of 250 000.       (3) 
f.) Interpret Figure 1.   In particular, explain why the three lines of Scheduled Payment, 
Interest Payment, and Principal Payment trend the way they do.    (5) 
 
 
============================ END================================ 
